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1975 HIGHLIGHTS 



Sales 

K mart, Kresge and Jupiter stores 
Net income 

Earnings per common and common equivalent share 

Cash dividends declared 
Per share 

Employee compensation and benefits 
Per sales dollar 

Depreciation and amortization 
Per sales dollar 

Fixed asset additions 




1975 


1974 

$ 6 , 798 , 142,000 

$6 

i,536,279,000 


1,413 


1,326 

$ 

200 , 832,000 

$ 

104,772,000 


$ 1.64 


$ .87 

$ 

28 , 932,000 

$ 

26,434,000 


24 ^ 


22t 

$ 

971 , 965,000 

$ 

804,588,000 


14 . 30 % 


14.53% 

$ 

51 , 769,000 

$ 

39,910,000 


. 76 % 


.72% 

$ 

111 , 685,000 

$ 

120,533,000 
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TO OUR SHAREHOLDERS 


We are pleased to report record 
sales and profits for the Kresge 
Company in 1975. 

Retail sales and operating results 
were outstanding in the K mart, 
Kresge and Jupiter divisions of the 
parent company and in our 
domestic subsidiaries. Particularly 
strong performances were turned 
in by K mart Apparel Corp., and by 
K mart Enterprises, Inc., our 
automotive and sporting goods 
subsidiary. 

The early months of 1975 gave 
little indication that business 
conditions were to improve and 
general merchandise retailers 
generally would have an excellent 
year. With high unemployment, a 
continuation of the decline in 
personal income and a low level of 
consumer confidence, the Kresge 
Company reported a sales increase 
of 18.7% for the first quarter. With 
less than customary store-for-store 
sales increases, our net profit 
margins were reduced, and we 
reported earnings per share which 
just matched the first quarter 
results for 1974. 

The economic climate was the 
principal adverse factor, but first 
quarter sales and earnings were 
also influenced by the level of 
inventories and merchandise 
assortments in our stores during 
the early weeks of the fiscal year. 

The promotional program under¬ 
taken during the last quarter of 
1974 had sharply reduced 
inventory levels prior to the end of 
the year in anticipation of some 
slowdown in sales demand and in 
expectation of merchandise price 
reductions in apparel lines in 
early 1975. The planned program 
disposed of seasonal merchandise 
and left us with a clean inventory 
at year-end, but we over-shot our 
inventory goals—depleting our 
basic merchandise assortments in 
many stores, further affecting our 
sales and gross margins. 

Early in the second quarter, 
aided in part by improved weather, 
and particularly by an improvement 
in economic conditions and 


consumer confidence, sales began 
to push up. Soft goods sales, where 
unusually good values were 
available, were particularly strong. 

Throughout the balance of 1975, 
with the economy gathering 
strength, consumer demand 
increased leading up to the 
important fourth quarter when 
excellent results were achieved. 
The very strong increase in 
profits must be viewed in light of 
the extremely poor fourth quarter 
of 1974 when our profit margins 
were severely reduced by heavy 
markdowns. The fourth quarter of 
1975 was, in any event, outstanding, 
characterized by high productivity, 
an excellent mix of basic and 
promotional sales and a minimum 
level of markdowns in seasonal 
lines. 

The Canadian and Australian 
companies did not share in the 
sharp improvement of the domestic 
companies, but both performed 
well under the adverse conditions 
of inflation, wage and price 
controls and a continuation of the 
recessionary environment. 

At the end of 1975 we were 
operating 935 K marts, 380 Kresge 
variety stores and 98 Jupiter stores. 

Our principal disappointment in 
1975 related to the operating 
results of our insurance 
subsidiary—Planned Marketing 
Associates, where we experienced 
a loss of $8,166,000. The principal 
causes were increased provision 
for uncollectible accounts and 
decline in market value of 
investments. We also suffered 
underwriting losses from the 
heavier lapse rate and increasing 
level of claims associated with the 
recession and high unemployment. 

The management structure at 
PMA has been realigned and 
strengthened. We have introduced 
tighter financial controls and 
expect to improve operating 
results in 1976. 

During the past few years we 
have occasionally leased 
previously occupied buildings as a 
part of our expansion program, 


where the size and character of 
the buildings and their location 
were satisfactory for our use. A 
large number of vacant properties 
are now available. We are 
negotiating with landlords for a 
number of these facilities, which 
could increase our store opening 
program to more than 160 stores 
in 1976, compared with 132 stores 
opened in 1975. 

We believe this presents the 
Kresge Company with an 
opportunity to establish K marts in 
areas not currently served. We 
have the trained management 
personnel available, our 
distribution and support facilities 
are ample, and we have the 
financial resources to 
accommodate such a store 
opening program. 

Our inventories are clean and 
well balanced, sales demand is 
strong and we are optimistic 
regarding the operation results of 
Kresge in the coming year. 


March 12, 1976 



Chairman of the Board 
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Kmart Expansion. 
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Someplace Old. Someplace New. $12 billion in sales for the fiscal 

year ending January 30,1980! 
“But where will Kresge find 
suitable locations to expand 
the company's K mart division 
to achieve this goal?” 
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This goal and the realization 
that its attainment is importantly 
a function of new K mart 
expansion are of paramount 
importance in the planning and 
implementation efforts of 
Kresge management. Today, we 
remain confident that the poten¬ 
tial number of quality locations 
for future K mart stores 
continues to be considerably 
in excess of our needs to 
achieve our sales goal. This is 
most certainly true in the 
United States. Furthermore, 
the major thrust of this expan¬ 
sion will continue to be in large 
metropolitan areas of the coun¬ 
try where more than 70 percent 
of the population lives. 

Currently, there are 270 
major metropolitan areas in the 
continental United States. 

They have been designated 
Standard Metropolitan 
Statistical Areas or SMSA's by 
the Federal Government. At 
the close o’f 1975, the company 
had K marts in 229 SMSA's 
including eight which were 
entered for the first time last 
year. Fourteen K marts were 
opened in these eight new 
markets. In addition, 65 stores 
were opened in 1975 in major 
markets which had K mart 
representation at the end of 
1974. Kresge completed 1975 
with 683 of its 834 U.S. K marts 
in Standard Metropolitan 
Statistical Areas and with the 
potential for substantially more 
to be in operation at the close 
of the 1970’s. 

Columbus, Ohio, was typical 
of one of the new SMSA’s that 
was entered in 1975. Three 
84,000 square-foot K marts 
opened in the city in July and a 


fourth in September. A fifth 
came on stream early in 1976. 

Columbus is the most 
recent of the remaining metro¬ 
politan areas in Ohio to be 
penetrated by K mart. Kresge s 
aggressive K mart expansion 
program in other sections of 
the state and other areas of the 
country affected the timing 
and strategy for entering 
Columbus. The analysis of the 
Columbus market and the final 
penetration of the city are 
indicative of the logistics 
employed by the company for 
each major market that is a 
K mart target. 

In early 1972, a company 
executive and a real estate 
expert surveyed the Columbus 
area for potential K mart sites. 


The market was certainly not 
unknown to the Kresge 
Company. Since 1905, Kresge 
variety stores have been serv¬ 
ing the residents. Kresge has 
been closely observing the 
development of Columbus for 
many years, particularly the 
population and industry growth, 
the expanding expressway net¬ 
work and the development of 
peripheral communities. Oper¬ 
ating experience in this market 
enabled the company to better 
gauge the long-term investment 
potential of the area. 

The very characteristics 
that have made Columbus a 
profitable location for Kresge 
variety stores make it an 
important vehicle for K marts: 
the city is the state capital; 
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Columbus is the home of Ohio 
State University; the metropolis 
has a strong industrial base; 
Columbus has an unusually 
high population growth rate 
and a high level of disposable 
income. 

On the other hand, K mart’s 
entry into the Columbus market 
projects it into a highly com¬ 
petitive retailing environment, 
offering both a challenge and a 
significant opportunity. The 
competition consists of six dis¬ 
count competitors with 25 units 
as well as a dominant depart¬ 
ment store and two national 
mass merchandising chains 
with 12 units. 


TV reporter interviews (I to r) 

K mart Manager Gary L Williams, 

Kresge Vice Chairman Walter H. Teninga 
and Ohio Governor James A. Rhodes 
during K mart's 1975 entry 
into the Columbus market 
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Management was confident, 
however, that it would gain an 
important share of the retail 
market because K mart would 
give Columbus residents retailing 
facilities that would be different 
from those already in the area- 
true discount department 
stores combining assortment, 



quality, service, convenience, 
and price in bright, clean, 
modern one-stop shopping 
facilities. Ongoing consumer 
studies in the market since we 
opened indicate management 
was right. Initial customer 
response has been excellent. 

A decision by Kresge man¬ 
agement to enter any new 
market is a total commitment 
to full penetration. K mart’s 
success in a metropolitan area 
depends on umbrella coverage 
as well as strategic placement 
of stores. The company’s plan 
for entering the Columbus 
market is typical. 

The SMSA is defined as a 
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five-county area with a present 
population of more than 1.1 
million people. The central 
county (Franklin), where the 
City of Columbus is located, 
contains more than 81 percent 
of this population base. Our 
initial five-store penetration 
was aimed primarily at this 
target group. Presently, more 
than 78 percent of the Franklin 
County residents live within 
five miles of a new K mart while 
virtually every county resident 
can arrive at one of our stores 
in 15 minutes or less driving time. 
Additional units are already 
being programmed to provide 
convenient representation to 
those population groups 
surrounding Franklin County. 

The exact site locations of 
K marts in new markets are 
determined by comprehensive 
criteria: population concentra¬ 
tions within three and five mile 
radii of the sites, household 
incomes, accessibility to and 
from the site, locations of com¬ 
petitors, and, in established 
K mart markets, locations of 
other K marts. 

Fitting the pieces of the 
puzzle together in Columbus \— 

has resulted in a group of j 
strategically located stores 
that management believes j 
will be a formidable compet- : 
itor in this high growth market. 1 - 

Pittsburgh, Pennsylvania, is 
one of the many other markets 
where the Kresge Company 
opened a new K mart in 1975. 

But unlike Columbus, this was 
not a “new” market. In fact, 
Pittsburgh is one of our oldest 
K mart markets. K mart made 
its debut there in 1963—just 
one year after the K mart pro¬ 
gram was launched in Garden 
City, Michigan. 

The first K mart in greater 
Pittsburgh opened in Washington, 
Pennsylvania, and was the 21st 
K mart to be developed by 
the company. Kresge manage¬ 
ment selected Pittsburgh as one 
of K mart’s initial metropolitan 


targets because of the vast 
potential for the success of a 
discount operation. In 1963, 
the city was the eighth largest 
SMSA in the United States. 
And yet, there were a minimal 
number of discount retailers 
to serve this important market. 

Pittsburgh is a classic 
example of Kresge manage¬ 
ment’s awareness of the con¬ 
tinual opportunities to further 
penetrate metro markets 
where K marts are presently 
operating. The Washington 
K mart was quickly followed by 
two more openings in 1963 
and six more in the ensuing 
nine years. In 1975 a tenth 
store was located in Bridgeville 


A base of 10 K marts now serves the 
four-county Pittsburgh SMSA Shaded map 


to provide convenient K mart 
shopping for one of the 
more rapidly developing com¬ 
munities in the Pittsburgh 
SMSA. Kresge’s long-range 
plans for the area call for sub¬ 
stantial additions to this base 
of 10 K marts. 

$12,000,000,000 in sales 
for the fiscal year ending 
January 30,1980—because 
Kresge management knows 
where there is plenty of room 
for K mart to grow. 


area is City of Pittsburgh. 
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Five store openings 
signal K mart 's 
penetration of the 
Columbus SMSA 






























S. S. Kresge Company 


10-YEAR FINANCIAL SUMMARY 


SUMMARY OF OPERATIONS 

1975 

1974 

(Millions) 

Sales 

$6,798 

$5,536 

Licensee fees and rental income 

85 

76 

Cost of merchandise sold 

5,053 

4,248 

Advertising 

157 

137 

Interest expense—net 

12 

21 

Selling, general and administrative expenses 

1,255 

1,013 

Income before taxes 

406 

193 

Income from retail operations 

209 

102 

Net Income 

201 

105 

STATISTICAL INFORMATION 

Earnings Per Common and 

Common Equivalent Share 

$ 1.64 

$ .87 

Return on Sales 

Income before taxes 

6.0% 

3.5% 

Income from retail operations 

3.1 

1.8 

Net income 

3.0 

1.9 

Sales Analysis (Millions) 

K mart 

$6,273 

$5,002 

Kresge and Jupiter 

525 

534 


$6,798 

$5,536 

U.S. 

$6,108 

$4,968 

Foreign 

690 

568 


$6,798 

$5,536 

Stores in Operation 

K mart 

935 

803 

Kresge 

380 

422 

Jupiter 

98 

101 


1,413 

1,326 

U.S. 

1,233 

1,158 

Foreign 

180 

168 


1,413 

1,326 

Selling Area Square Feet (Millions) 

K mart 

60.3 

52.6 

Kresge and Jupiter 

6.1 

6.8 


66.4 

59.4 

Employee Compensation & Benefits, 

Per Sales Dollar 

14.3 

14.5 

Financial Ratios 

Current Ratio 

2.0 

2.3 

Inventories/net working capital 

1.5 

1.3 

Return on assets 

10.6 

6.3 

Return on stockholders' equity 

19.8 

11.3 

Common Stock Market Data 

Price range—high 

35% 

38% 

— low 

20 3 / 8 

18V4 

P/E Ratio (average) 

18 

33 

Book value 

9.93 

8.45 

Dividends declared 

.24 

.22 

Dow-Jones Ind. Index—high 

881 

891 

— low 

632 

577 


Data reflects the adoption 
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1973 

1972 

1971 

1970 

1969 

1968 

1967 

1966 

$4,633 

$3,837 

$3,100 

$2,559 

$2,185 

$1,732 

$1,386 

$1,090 

69 

65 

62 

53 

45 

36 

29 

22 

3,504 

2,900 

2,328 

1,937 

1,659 

1,304 

1,050 

816 

107 

90 

68 

65 

54 

35 

27 

20 

13 

8 

9 

9 

8 

4 

3 

2 

822 

694 

569 

466 

395 

328 

270 

220 

256 

210 

188 

135 

114 

97 

65 

54 

136 

115 

96 

67 

54 

48 

35 

29 

138 

117 

98 

68 

54 

48 

35 

29 


$ 1.15 

$ 1.00 

$ .85 

$ .62 

$ .52 

$ .46 

$ .34 

$ .28 

5.5% 

5.5% 

6.1% 

5.3% 

5.2% 

5.6% 

4.7% 

5.0% 

2.9 

3.0 

3.1 

2.6 

2.5 

2.8 

2.5 

2.6 

3.0 

3.1 

3.2 

2.7 

2.5 

2.8 

2.5 

2.6 

$4,101 

$3,288 

$2,557 

$2,014 

$1,640 

$1,201 

$ 867 

$ 576 

532 

549 

543 

545 

545 

531 

519 

514 

$4,633 

$3,837 

$3,100 

$2,559 

$2,185 

$1,732 

$1,386 

$1,090 

$4,207 

$3,490 

$2,812 

$2,329 

$1,994 

$1,582 

$1,260 

$ 983 

426 

347 

288 

230 

191 

150 

126 

107 

$4,633 

$3,837 

$3,100 

$2,559 

$2,185 

$1,732 

$1,386 

$1,090 

673 

580 

486 

411 

338 

273 

216 

162 

460 

487 

520 

539 

566 

593 

614 

647 

111 

116 

116 

123 

118 

116 

113 

106 

1,244 

1,183 

1,122 

1,073 

1,022 

982 

943 

915 

1,091 

1,034 

978 

937 

892 

862 

829 

802 

153 

149 

144 

136 

130 

120 

114 

113 

1,244 

1,183 

1,122 

1,073 

1,022 

982 

943 

915 

44.3 

37.7 

31.4 

26.1 

20.8 

16.5 

12.8 

9.6 

7.4 

7.8 

8.2 

8.5 

8.8 

9.0 

9.3 

9.6 

51.7 

45.5 

39.6 

34.6 

29.6 

25.5 

22.1 

19.2 

14.4 

14.6 

14.5 

14.7 

14.5 

14.7 

14.9 

15.1 

1.9 

1.9 

2.1 

2.2 

1.6 

1.8 

2.0 

1.9 

1.7 

1.6 

1.4 

1.2 

1.8 

1.5 

1.3 

1.3 

9.9 

10.5 

10.4 

8.5 

8.3 

9.0 

7.9 

7.3 

17.3 

20.9 

20.9 

18.3 

17.0 

17.3 

13.9 

12.5 

51 Vs 

49 7 /a 

33 7 /s 

197s 

20% 

15V Z 

97s 

574 

28% 

31 % 

18% 

11 Vs 

12% 

8% 

4Vs 

3% 

34 

41 

31 

24 

32 

26 

21 

16 

7.73 

6.70 

5.03 

4.24 

3.56 

3.09 

2.70 

2.49 

.20 

.173 

.167 

.147 

.133 

.113 

.10 

.087 

1051 

1036 

950 

842 

968 

985 

943 

995 

788 

889 

797 

631 

769 

825 

786 

744 


of LIFO in 1974, all poolings-of-interests, stock splits and reclassification of state and local income taxes. 
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S. S. Kresge Company 


1975 FINANCIAL REVIEW 



Kresge is a major retailer: S. S. Kresge Company is 
one of the major retailers in the world with 1,413 stores 
in the United States, Canada, Australia and Puerto 
Rico. 

The 935 K marts are one floor discount stores, 
generally free-standing units, in suburban areas. 
Selling area comprises about 78% of the square 
footage. Most K marts range in size from 65,000 square 
feet to 96,000 square feet. Thirty K marts in the 40,000 
square-foot range have been opened in smaller cities 
in the last 2 years. 

A K mart provides a full department store range of 
first quality merchandise. Lower selling prices are 
achieved by fast inventory turnover, the elimination 
of limited-appeal or fringe items, low overhead and 
occupancy costs and the use of self-service, central 
check-out operations. 

Our company also operates 478 Kresge and Jupiter 
stores. Kresge stores are variety stores and Jupiter 
stores are very limited-line discount stores converted 
from former Kresge stores. 


Sales and net income set new records in 1975: Sales 
were almost $6.8 billion, up 22.8% over 1974, and net 
income from all of our operations was almost $201 
million, an increase of 91.7% from last year. Earnings 
per common and common equivalent share were 
$1.64, compared with $.87 a share last year. Our 
insurance operations lost $.07 a share this year com¬ 
pared with profits of about $.02 a share last year, 
while retail results were $1.71 and $.85 a share in 
1975 and 1974, respectively. The compounded annual 
increases in total sales and net income in the last 10 
years have been 22.4% and 24.7%, respectively. 

Strong sales demand, good inventory position and 
controls, effective overall expense controls, an in¬ 
creasingly larger number of mature stores, operating 
in an economic climate which is stabilizing, all 
contributed to excellent profit results in 1975. 

We entered the 1975 year with good merchandise 
assortments while maintaining inventories at low 
levels. Consumer acceptance of K marts remained 
high and sales increased progressively throughout the 
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year, while our inventory position continued to improve. 

Our gross margin on sales returned to acceptable 
levels and expense control programs were effective. 

Kresge and Jupiter stores performed very well 
during the year, especially when compared with their 
depressed results in 1974. 

As our company grows, an increasingly larger 
number of K marts are becoming more profitable in 
their third and fourth years of operations. 

Continuing our expansion to smaller communities 
in 1975, we added 22 more 40,000 square-foot K marts 
to the 8 opened in 1974. Operating results in most of 
these 30 stores were quite satisfactory. 

Results of our ladies’ wear division, operated by 
K mart Apparel Corp. (formerly Holly Stores, Inc.), 
were substantially above our expectations, and per¬ 
formance of the automotive and sporting goods divi¬ 
sions, operated by K mart Enterprises, Inc., was very 
satisfactory. 

In 1975, we opened 4 K marts in Australia. Overall 
results from the K marts there were encouraging, and 
our Australian expansion program will continue. 

Our position in the Canadian retail market remained 
fairly stable, and profits in 1975 were up slightly over 
1974 levels. 

Changes in major revenue and expense items were 
favorable: Licensee fees and rental income increased 
by 13% in 1975 and 9% in 1974 principally because 
sales by our footwear licensee were excellent. Fees 
did not increase at the same rate as overall sales 
because of the continuing assumption of licensee 
operations by our automotive subsidiary. 

Advertising expenses, incurred primarily for news¬ 
paper advertising, generally are programmed to slightly 
exceed 2% of sales, including licensee sales, for U. S. 
K marts. Because advertising rates continue to in¬ 
crease, lineage has been adjusted and continued 
emphasis has been placed on “roto" inserts in 
newspapers. 

State and local payroll, franchise and property 
taxes were $107 million in 1975 and $85 million in 
1974, or 1.6% and 1.5% of sales, respectively. 

Interest expense, less interest income, declined 
41% in 1975 and was slightly below 1973 net interest 
expense. High interest costs in 1974 resulted prin¬ 
cipally from financing high inventory levels at his¬ 
torically high interest rates, offset in part by the sale 
of the $200 million 6% convertible subordinated 
debentures in July, 1974. Interest at only 6% on the 


debentures, coupled with funds available from higher 
than anticipated sales and well balanced inventory 
levels, led to the decline in interest expense and 
increase in interest income in 1975. The weighted 
average interest rate on short-term debt was 6.8% in 
1975, 9.7% in 1974 and 8.2% in 1973. 

Credit plan costs were reduced: To restrict our invest¬ 
ment in customer accounts receivable, U. S. stores 
discontinued accepting our credit cards in late 1975, 
and Canadian credit card operations have been 
reduced. We will continue to accept bank credit card 
plans in the areas where their service fees are com¬ 
petitive. Because of the elimination of U. S. credit 
card operations, we have established a reserve of 
$7.1 million for possible losses in collection of all out¬ 
standing balances and the wind-down in 1976 and 
1977 of this discontinued operation. 

The termination of the credit card plan did not have 
a significant effect on 1975 profits. We expect to 
improve profits in the future due to reductions in oper¬ 
ating costs and less risk by not carrying large 
investments in accounts receivable. 
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S. S. Kresge Company 


Loss of $8.2 million from insurance operations was dis¬ 
appointing: Our wholly-owned insurance operations, 
Planned Marketing Associates, Inc., was acquired in 
early 1974 in a pooling-of-interests. Prior to the 
merger, PMA had maintained a rapid growth rate, and 
we encouraged an acceleration of that growth after 
the merger. 

The recession's impact on our insurance opera¬ 
tions was felt in 3 major ways. Investments related to 
real estate were particularly hard hit, and we recog¬ 
nized losses and write-downs to market values of 
almost $3 million net of tax. Our insurance policy lapse 
rate was substantially higher than expected, partly 
due to the recession and unemployment. Claims and 
losses increased for the same reasons. We believe 
these problems are behind us. 

A realignment of resources is being developed. 
The management structure has been strengthened, 
and unprofitable sales and market development ac¬ 
tivities have been stopped. 

Expansion of the insurance operations will be re¬ 
stricted until our ability to manage an aggressive sales 
force is equal to our ability to provide and sell 
good insurance programs. 

Footwear licenses were extended: In the early years 
of K mart, a large portion of the selling area was 
licensed to others. Most of those licensed operations 
have been assumed by Kresge, gradually increasing 
our sales. 

In the U. S. K marts, the footwear departments are 
the only significant licensed operations. In February, 
1975, an agreement was reached between our com¬ 
pany and Melville Shoe Corporation to increase our 
company’s equity in the subsidiaries of Melville which 
operate these departments from 25% to 49% over a 
4-year period, and to enter into 25-year licenses for all 
U. S. footwear departments. Our company's equity is 
49% in 286 departments and our equity in the other 
550 departments will be increased in the next 3 years. 
Although the agreement is subject to performance 
standards to be met by the Melville subsidiaries, we 
intend for the agreement to be long-term and bene¬ 
ficial to our customers, Kresge and Melville. 


The company uses the LIFO method: We believe that 
net income can be measured more accurately by 
removing inflationary effects from financial state¬ 
ments, and, effective January 31, 1974, we adopted 
the last-in, first-out (LIFO) inventory method, which is 
presently the only generally accepted accounting 
method to estimate the effects of inflation. 

If the first-in, first-out method (FIFO) of inventory 
accounting had been used by the company, inven¬ 
tories would have been $42.8 million and $37.5 million 
higher than reported at January 28,1976 and January 
29, 1975, respectively. 

Traditional accounting methods have been 
developed in the years after World War II primarily to 
measure net income. For most of those years, price 
level changes have been moderate and the infla¬ 
tionary effect on net income from year to year has 
been fairly insignificant. Inflation has been more severe 
recently and we believe rather high inflationary rates 
will prevail for quite awhile. 


132 new K marts were opened: 



K mart 

Kresge Jupiter 

Total 

Stores in operation 





January 29, 1975 

803 

422 

101 

1,326 

Stores opened 

132 



132 

Stores closed 


( 42 ) 

( 3 ) 

(45) 

Stores in operation 




January 28, 1976 

935 

380 

98 

1,413 


Selling area increased 11.8% from 59.4 million 
square feet in 1974 to 66.4 million square feet in 1975. 
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Net profit margins are small: In 1975, income from retail 
operations, after all related taxes, was 3.10 on the 
sales dollar compared with 1.80 in 1974. In the last 10 
years, prior to 1975, retail profits exceeded 30 on the 
sales dollar only in 1971. 

Our company has been instrumental in holding 
down, and reducing, retail prices in the United States, 
Canada and Australia. Kresge gross profit margins are 
smaller than those of most retailers. We believe we 
should plan and use all our resources wisely, earn a 
fair return for stockholders and continue to maintain 
the smallest possible profit margins. 

Working toward these goals has been difficult in 
the last 4 years because government price controls 
and the energy crisis were followed by a recession, 
while inflationary rates, nevertheless, remained high. 
Governmental policies and continuing doubts that our 
basic U. S. free enterprise system would work were 
significant causes of those economic problems. These 
changing policies and doubts caused most businesses 
to make mistakes with serious long-run effects on our 
economy. 

We believe that our stores, operating as part of the 
free enterprise system, with very limited governmental 
controls, will supply the public with the best possible 
products at the lowest cost. Our record has shown that 
we have strived to maintain low prices and we will 
continue to do so in the future. 



In 1975, retail profits were 3.1 0 on the sales dollar. 


Our cash and investment position is good: We do not 

expect to seek long-term funds within the next few 
years. 

In July, 1974, we sold $200 million of 6% conver¬ 
tible subordinated debentures. The elimination of U. S. 
and the restriction of Canadian credit card operations 
has significantly reduced our financing requirements. 

Importantly, however, good inventory control and 
satisfactory profits improved our cash flow in 1975. 
Despite the helpful effects of the sale of the deben¬ 
tures and reduction of accounts receivables, continued 
good inventory management is essential to our growth 
and future financing plans. 

Dividends have been increased every year since 1964: 

In 1975, quarterly dividends were raised to an annual 
rate of 240 a share, up 9%, beginning with the June 11 
payment. Total dividends declared to shareholders 
were $28.9 million which is 14.4% of net income. Divi¬ 
dends per share paid out by quarter for 1975 and 1974 
were: 


Quarter 

1975 


1974 

First 

$ .055 


$ .050 

Second 

.060 


.055 

Third 

.060 


.055 

Fourth 

.060 


.055 


$ .235 


$ .215 

Kresge common stock is listed on the New York Stock 
Exchange: Below is a summary of its market value per 
common share for 1975 and 1974 by calendar quarter: 


1975 


1974 

Quarter 

High Low 

High 

Low 

First 

2714 20% 

37% 

27% 

Second 

32V4 24% 

38% 

29 % 

Third 

34% 2714 

34% 

18% 

Fourth 

35% 29'/2 

2714 

1814 


Management recruitment and training continued: 

There are now approximately 4,000 men and women in 
the Management Training Program. During 1975, there 
were 176 assistant managers promoted to manage¬ 
ment. It is anticipated that 1976 will be a record year 
for assistant manager promotions. 

Kresge and Jupiter store managers along with 
K mart merchandise managers, who have consistently 
demonstrated strong leadership and merchandising 
capabilities, continue to provide the necessary man¬ 
agement personnel for continued K mart expansion 
and growth. 


17 




























S. S. Kresge Company 


Kresge offers equal opportunity in employment: Kresge 
provides equal employment opportunity in all of its 
operations and in all areas of employment practice 
regardless of race, color, sex, age, religion or national 
origin. Our company has designed and has imple¬ 
mented programs pursuant to this policy and our 
commitment to equal opportunity. 

Based upon our company's Employer Information 
Report EEO-1 for 1975, in the report category of 
‘‘officials, managers, and professionals” there are 
21,044 persons of which 41.29% are females and 
minorities. 

We believe that our efforts in this area will continue 
to show improvement. 

Our company prepares for future growth: Our expand¬ 
ing network of K mart stores is being served by 10 
large regional distribution centers: 8 in the United 
States and 2 in Canada, with a number of comple¬ 
mentary freight consolidating centers, warehouses 
and other facilities. 

Our in-store training program is producing out¬ 
standing management personnel. Our buying staffs 
around the world are keeping abreast of the changing 
needs and wants of our customers and the products 
that are being developed and produced. 

To reach our goal of $12 billion in sales by 1980, 
we are improving the total Kresge operation. Although 
continued increases in sales and profits will result from 
opening new stores, we feel our existing stores will 
continue to show good annual increases. They are 
in good locations, managed by mature, experienced 
store managers with efficient, loyal employees. 

Net income in 1974 was 24.2% below the 1973 level: 

Sales in 1974 were up 19.5% over 1973 but for the first 
time since the K mart program began in 1962, net in¬ 
come decreased in 1974 from $138 million in 1973 to 
$105 million in 1974 or from $1.15 to $.87 a share. The 
adoption of the last-in, first-out inventory valuation 
method (LIFO) in 1974 had the effect of reducing in¬ 
ventories at January 29,1975 by $37.5 million and net 
income by $18.3 million ($.15 per common and com¬ 
mon equivalent share) for 1974. 

Profits fell dramatically in the last fiscal quarter of 
1974. We entered this very important quarter with in¬ 
ventories about on target, with a slight over-stock 
condition in seasonal lines and Christmas merchan¬ 
dise. Much of this merchandise had been ordered early 
in 1974, in what was believed to be relatively con¬ 
servative quantities. 


Sales during the entire December period were very 
disappointing to most retailers. Unemployment in many 
of our key market areas was increasing rapidly. The 
economic deterioration was so rapid that the Federal 
Government recognized a need for a change from an 
anti-inflationary policy to an anti-recession policy in 
a very short period of time. 

Management decided very early in December, 1974 
to mark down seasonal items and promote merchan¬ 
dise at low prices to maintain holiday volume. Instruc¬ 
tions were also sent to store managers to reduce in¬ 
ventories to achieve desired goals. 

The combined forces of our own inventory reduction 
program, the intense price promotion activities of 
many of our principal competitors, increasing unem¬ 
ployment, and poor sales results generally during 
December, 1974 and January, 1975 were the main 
reasons for our poor last quarter and depressed 1974 
results. 

Results in the last 13 weeks of 1975 were outstanding: 

As the year developed, economic conditions improved, 
consumer confidence increased, and sales in the 
fourth quarter were up 26.4% over the fourth quarter 
of 1974. 

Earnings per share in the fourth quarter were $.81, 
compared with only $.23 in the same period of 1974, 
an increase of 252%. Loss from insurance operations 
was almost $9 million, or $.07 a share, because we 
recognized our losses described on page 16 during 
the fourth quarter. Income from retail operations was 
$.88 a share, up $.66, or 300%, from the fourth quarter 
of 1974. Because the fourth quarter of 1974 was 
severely disrupted, the increase is probably distorted. 
If earnings per share from retail operations in the 1975 
fourth quarter are compared with earnings per share 
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of $.47 in the 1973 fourth quarter, the increase over the 
2 year period is 87%. During the same period, sales 
increased by 43%. 

In 1974, we adopted the LIFO inventory method. 
Retailers who use the method depend on indexes pre¬ 
pared by the Federal Government every 6 months. The 
July indexes, and other indicators used, led us at the 
end of the third quarter to believe the LIFO indexes for 
the fiscal year would be up by about 5V2% on the aver¬ 
age. When the final indexes averaging out to 3V2% 
were received in early March 1976, it was clear that 
our third quarter estimate was too high. Additionally, 
due to high unemployment, a continuation of the de¬ 


cline in personal income and a low level of consumer 
confidence, the early months of 1975 gave little indi¬ 
cation that business conditions would improve. This re¬ 
sulted in considerable conservatism in our estimates of 
the effect of markdowns and price adjustments on our 
inventory calculations. Had we better anticipated the 
upswing in the economy which led to our excellent 
fourth quarter results and the lower than anticipated 
LIFO index, we would have reported earnings per share 
of about $.94 in the first 3 quarters of the year, and only 
$.70, instead of $.81, in the 1975 fourth quarter. Com¬ 
pared with 1973 fourth quarter results, the increases 
would then have been 49%, on a sales increase of 43%. 


The 1975 and 1974 quarterly results are summarized below: 

CONSOLIDATED STATEMENTS OF INCOME (Unaudited) 

(Millions) 

1975 Quarter 


Sales 

Licensee fees and rental income 

Gross revenue 

Cost of merchandise sold 

Selling, general and administrative expenses 

Interest expense 

Income before estimated income taxes 

Estimated income taxes 

Income from retail operations 

Net income (loss) from insurance operations 

Net income 

Earnings per common and common equivalent share 
1974 

Sales 

Licensee fees and rental income 

Gross revenue 

Cost of merchandise sold 

Selling, general and administrative expenses 

Interest expense 

Income before estimated income taxes 
Estimated income taxes 
Income from retail operations 
Net income from insurance operations 
Net income 

Earnings per common and common equivalent share 


First 

Second 

Third 

Fourth 

$1,348.6 

$1,656.3 

$1,634.1 

$2,159.1 

18.1 

21.8 

21.9 

23.7 

1,366.7 

1,678.1 

1,656.0 

2,182.8 

1,034.9 

1,251.8 

1,226.9 

1,539.5 

291.6 

342.4 

347.9 

423.5 

3.9 

4.4 

5.3 

5.2 

36.3 

79.5 

75.9 

214.6 

17.3 

38.6 

36.3 

105.1 

19.0 

40.9 

39.6 

109.5 

.5 

.2 

.1 

(9.0) 

$ 19.5 

$ 41.1 

S 39.7 

$ 100.5 

160 

340 

330 

810 


Quarter 


First 

Second 

Third 

Fourth 

$1,136.4 

$1,352.8 

$1,338.5 

$1,708.6 

16.8 

20.0 

18.0 

21.0 

1,153.2 

1,372.8 

1,356.5 

1,729.6 

869.7 

1,024.4 

1,015.0 

1,339.2 

242.2 

282.7 

289.4 

332.9 

4.4 

6.8 

6.3 

6.5 

36.9 

58.9 

45.8 

51.0 

17.8 

28.4 

20.8 

23.3 

19.1 

30.5 

25.0 

27.7 

.1 

.7 

.6 

1.1 

$ 19.2 

$ 31.2 

$ 25.6 

$ 28.8 

160 

260 

220 

230 


Data for 1974 is restated for the changes in the inventory method (LIFO). 
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S. S. Kresge Company 


CONSOLIDATED STATEMENTS OF INCOME 


Fiscal Year Ended 



January 28, 

January 29, 


1976 

1975 

Sales 

$6,798,142,000 

$5,536,279,000 

Licensee fees and rental income 

85,471,000 

75,792,000 

Interest income 

6,625,000 

3,288,000 


6,890,238,000 

5,615,359,000 

Cost of merchandise sold (including buying and occupancy costs) 

5,053,136,000 

4,248,311,000 

Advertising 

156,764,000 

137,092,000 

Selling, general and administrative expenses 

1,255,205,000 

1,013,377,000 

Interest expense 

18,840,000 

24,009,000 


6,483,945,000 

5,422,789,000 

Income before estimated income taxes 

406,293,000 

192,570,000 

Estimated income taxes: 



U. S. 

164,576,000 

56,854,000 

Foreign 

15,863,000 

15,178,000 

State and local 

17,656,000 

8,597,000 

Tax effects of timing differences 

(800,000) 

9,640,000 


197,295,000 

90,269,000 

Income from retail operations 

208,998,000 

102,301,000 

Net income (loss) from insurance operations 

(8,166,000) 

2,471,000 

Net income for the year 

$ 200,832,000 

$ 104,772,000 

Earnings per common and common equivalent share 

$1.64 

$ .87 


CONSOLIDATED STATEMENTS OF INCOME 
RETAINED FOR USE IN THE BUSINESS 

Fiscal Year Ended 


January 28, 

January 29, 


1976 

1975 

Income retained for use in the business at beginning of year 

$ 711,856,000 

$ 633,518,000 

Net income for the year 

200,832,000 

104,772,000 

Cash dividends declared—24?f and 22^, respectively 

(28,932,000) 

(26,434,000) 

Income retained for use in the business at end of year 

$ 883,756,000 

$ 711,856,000 


See Notes to Consolidated Financial Statements. 


20 































CONSOLIDATED BALANCE SHEETS 



January 28, 

January 29, 

Assets 

1976 

1975 

Current Assets: 



Cash 

$ 103,888,000 

$ 85,345,000 

Certificates of deposit 

29,624,000 

3,872,000 

Marketable securities, at cost approximating market 

247,700,000 

66,727,000 

Customer accounts receivable, less allowance for possible 



losses of $7,137,000 and $8,399,000, respectively 

25,703,000 

109,890,000 

Federal income taxes receivable 


26,000,000 

Other accounts receivable 

25,587,000 

21,204,000 

Merchandise inventories 

1,380,469,000 

1,072,744,000 

Operating supplies and prepaid expenses 

31,711,000 

32,692,000 

Total current assets 

1,844,682,000 

1,418,474,000 

Investment in and Advances to 



Insurance Operations 

40,326,000 

35,800,000 

Other Assets and Deferred Charges 

31,296,000 

23,854,000 

Fixed Assets, at cost: 



Land 

28,189,000 

30,401,000 

Buildings 

88,101,000 

89,846,000 

Leasehold improvements 

78,661,000 

75,408,000 

Furniture and fixtures 

554,467,000 

472,767,000 

Construction in progress 

18,071,000 

19,541,000 


767,489,000 

687,963,000 

Less—Depreciation and amortization 

306,252,000 

269,981,000 

Total fixed assets 

461,237,000 

417,982,000 


$2,377,541,000 

$1,896,110,000 

Liabilities 



Current Liabilities: 



Portion of long-term debt due within one year 

S 1,366,000 

$ 626,000 

Notes payable 


51,088,000 

Accounts payable-trade 

564,126,000 

380,878,000 

Accrued taxes, other than U. S. and foreign income taxes 

76,876,000 

53,134,000 

Accrued payrolls and other liabilities 

111,051,000 

76,216,000 

Dividends payable 

7,238,000 

6,613,000 

U. S. and foreign income taxes 

143,290,000 

44,170,000 

Total current liabilities 

903,947,000 

612,725,000 

Deferred Gain on Sales and Leasebacks 

8,376,000 

8,680,000 

Deferred U. S. and Foreign Income Taxes 

51,067,000 

41,297,000 

Long-Term Debt, less portion due within one year 

210,332,000 

211,683,000 

Minority Interest in Australian Subsidiary 

5,994,000 

5,125,000 

Stockholders’ Equity: 



Common stock 

120,622,000 

120,237,000 

Capital in excess of par value 

193,447,000 

184,507,000 

Income retained for use in the business 

883,756,000 

711,856,000 

Total stockholders’ equity 

1,197,825,000 

1,016,600,000 


$2,377,541,000 

$1,896,110,000 


See Notes to Consolidated Financial Statements. 
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S. S. Kresge Company 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


Fiscal Year Ended 



January 28, 

January 29, 


1976 

1975 

Financial Resources Were Provided by: 

Net income for the year 

$200,832,000 

$104,772,000 

Add (deduct) income charges (credits) not affecting working capital — 

Depreciation and amortization 

51,769,000 

39,910,000 

Increase in deferred U. S. and foreign income taxes 

9,770,000 

6,168,000 

Undistributed net (income) loss from insurance operations 

8,166,000 

(2,471,000) 

Other 

2,460,000 

(1,026,000) 

Working capital provided by operations 

272,997,000 

147,353,000 

Proceeds from sale of fixed assets- 

Properties sold and leased back 

10,000,000 

9,000,000 

Other properties 

3,730,000 

6,416,000 

Sale of common stock under stock option and purchase plans 

9,325,000 

13,750,000 

Sale of 6% convertible subordinated debentures, less 

related expenses of $2,250,000 


197,750,000 

Other 

5,836,000 

1,368,000 


301,888,000 

375,637,000 

Financial Resources Were Used for: 

Additions to fixed assets 

111,685,000 

120,533,000 

Cash dividends declared 

28,932,000 

26,434,000 

Increase in investment in and advances to 

insurance operations 

17,194,000 

14,508,000 

Reduction in long-term debt 

1,351,000 

9,382,000 

Other 

7,740,000 

3,041,000 


166,902,000 

173,898,000 

Increase in Working Capital 

$134,986,000 

$201,739,000 

Analysis of Changes in Working Capital: 

Increase (decrease) in current assets— 

Cash and certificates of deposit 

$ 44,295,000 

$ 11,531,000 

Marketable securities 

180,973,000 

43,754,000 

Accounts receivable 

(79,804,000) 

(1,414,000) 

Federal income taxes receivable 

(26,000,000) 

26,000,000 

Merchandise inventories 

307,725,000 

70,384,000 

Operating supplies and prepaid expenses 

(981,000) 

5,357,000 


426,208,000 

155,612,000 

(Increase) decrease in current liabilities— 

Long-term debt due within one year 

(740,000) 

1,550,000 

Notes payable 

51,088,000 

35,775,000 

Accounts payable—trade 

(183,248,000) 

11,351,000 

Accrued taxes, other than U. S. and foreign income taxes 

(23,742,000) 

(623,000) 

Accrued payrolls and other liabilities 

(34,835,000) 

(10,436,000) 

Dividends payable 

(625,000) 

(630,000) 

U. S. and foreign income taxes 

(99,120,000) 

9,140,000 


(291,222,000) 

46,127,000 

Increase In Working Capital 

$134,986,000 

$201,739,000 


See Notes to Consolidated Financial Statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(A) Summary of Significant Accounting Policies 

Fiscal Year: The company’s fiscal year ends on the 
last Wednesday in January. Fiscal years 1975 and 1974 
both comprised 52 weeks and ended on January 28, 
1976, and January 29,1975, respectively. 

Basis of Consolidation: All majority owned retailing 
subsidiaries have been included in the consolidated 
financial statements. Other affiliated retailing com¬ 
panies in which the company has more than a 20% 
interest are accounted for by use of the equity method. 
The company’s investment in its wholly-owned 
insurance operations is included in the accounts 
on the equity method. All significant intercompany 
transactions and accounts have been eliminated in 
consolidation. 

Foreign Operations: Assets of the foreign retailing 
subsidiaries amounted to approximately 9% of the 
consolidated assets in 1975 and 10% in 1974; net 
income of the foreign retailing subsidiaries was 8% of 
consolidated net income in 1975 and 15% in 1974. In 
1975, the company adopted the Financial Accounting 
Standards Board Statement of Financial Accounting 
Standards No. 8-"Accounting For the Translation of 
Foreign Currency Transactions and Foreign Currency 
Financial Statements.” In accordance with this state¬ 
ment, the company translates all foreign currency ac¬ 
counts into U.S. dollars at exchange rates in effect at 
the end of each period for current assets (excluding 
inventories) and for all liabilities; at historical ex¬ 
change rates for inventories, property and related 
depreciation, and all other non-current assets; and at 
average exchange rates during the period for revenue 
and expenses. Exchange gains or losses, which are 
not material, are included in net income. Adoption of 
statement No. 8 did not have a material effect in the 
current year or prior years and, accordingly, prior 
year financial statements have not been restated. 

Inventory: Merchandise inventories are valued at the 
lower of cost or market, using the retail method, on the 
last-in, first-out basis for certain domestic inventories 
and the first-in, first-out basis for the remainder (see 
Note C for further details). 

Property, Plant and Equipment: Land, buildings, lease¬ 
hold improvements and equipment are recorded at 
cost. Major replacements and refurbishings are 
charged to the property accounts while replacements, 
maintenance and repairs which do not improve or 


extend the life of the respective assets are expensed 
currently. 

Generally, in the case of ordinary retirements, the cost 
of properties is charged to the reserve for depreciation 
and, in the case of extraordinary retirements such as 
those resulting from abandonments of locations and 
complete rebuilding at locations, the cost of proper¬ 
ties retired and the accumulated depreciation thereon 
are eliminated from the accounts and the resulting 
gain or loss is taken into income. 

Depreciation: The company computes depreciation of 
fixed assets principally on the straight-line method for 
financial statement purposes and on accelerated 
methods for income tax purposes. Most store proper¬ 
ties are leased, and improvements are amortized over 
the term of the lease but not more than 25 years. Other 
annual rates used in computing depreciation for 
financial statement purposes are 2% to 5% for build¬ 
ings, 10% for store fixtures and 6% to 25% for other 
fixtures and equipment. 

Sale and Leaseback: Gains or losses on sale and 
leaseback transactions are deferred and recognized 
in income over the initial terms of the leases. 

Licensee Sales: The company’s policy is to exclude 
sales of licensed departments from total sales. 

Pre-Opening Costs: The company follows the practice 
of charging against net income costs incurred prior 
to opening a new retail unit. 

Income Taxes: Deferred income taxes are provided 
on non-permanent differences between financial 
statement and taxable income, resulting principally 
from the use for tax purposes of accelerated depreci¬ 
ation methods. 

The company accrues appropriate U.S. and foreign 
taxes payable upon distribution of earnings of subsid¬ 
iaries, except on those earnings which have been, or 
are intended to be permanently reinvested, or which 
are expected to be distributed free of additional tax 
by operation of relevant statutes currently in effect and 
by utilization of available tax credits and deductions. 

Investment Credit: The company uses the "flow 
through" method of accounting for investment credit 
whereby income tax expense is reduced for the period 
in which expenditures create the tax benefit. 






S. S. Kresge Company 


(B) Customer Accounts Receivable 

Customer accounts receivable decreased in 1975 be¬ 
cause the company discontinued the use of its credit 
card operations in the United States and reduced its 
use in Canada. The company then sold certain credit 
card receivables to various banks on a dollar-for- 
dollar basis. 

Based upon the company’s collection experience 
during the period subsequent to the discontinuance 
and sale, the reserve of $7.1 million at January 28, 
1976 was established for possible losses in collection 
of the remaining outstanding balances and the wind- 
down of the credit function in 1976 and 1977. These 
transactions had no significant effect on 1975 net 
income. 

(C) Merchandise Inventories 

A summary of inventories by method of pricing and the 
excess of current cost over stated LIFO value follows: 


Last-in, first-out 
(cost not in excess 
of market) 

Lower of cost(first-in, 
first-out) or market 


Excess of current 
cost over stated 
LIFO value 


January 28, 
1976 

$ 931,472,000 

448 ,997,000 

$1,380,469,000 

$ 42,819,000 


January 29, 
1975 

$ 688,457,000 

384,287,000 
$1,072,744,000 

$ 37,543,000 


(D) Insurance Operations 

The consolidated financial statements of the company 
include (on the equity method of accounting) the net 
assets and operating results of its insurance oper¬ 
ations, Planned Marketing Associates, Inc. (PMA). 
The condensed consolidated financial statements of 
the insurance operations of Planned Marketing Asso¬ 
ciates, Inc. and its subsidiaries at December 31, 1975 
and 1974 and for the years then ended are as follows: 


Condensed Consolidated Statements of Income 

Year Ended December 31, 
1975 1974 


Premium income 
Life 

Accident and health 

Insurance commissions 
Investment income 
Other 
Total 

Costs and expenses 
Income (loss) before 
income taxes 
Provision for income taxes 
Net income (loss) 


$11,006,000 

$ 9,957,000 

28,089,000 

16,718,000 

39,095,000 

26,675,000 

4,002,000 

3,489,000 

2,184,000 

2,057,000 

170,000 

335,000 

45,451,000 

32,556,000 

55,182,000 

29,440,000 

(9,731,000) 

3,116,000 

(1,565,000) 

645,000 

$(8,166,000) 

$ 2,471,000 


Condensed Consolidated Balance Sheets 


Assets 

Cash 

Receivables 
Investments 
(market $27,963,000 
and $23,254,000, 
respectively) 

Other assets, principally 
deferred policy 
acquisition costs 


Liabilities 

Policy and claim 
reserves 
Income taxes 
Other liabilities 
Equity of S. S. Kresge 
Company 


December 31, 


1975 

1974 

$15,064,000 

$ 7,724,000 

8,609,000 

9,755,000 


29,547,000 

25,642,000 

38,588,000 

32,393,000 

$91,808,000 

$75,514,000 


$37,031,000 

$26,477,000 

1,135,000 

2,689,000 

13,316,000 

10,548,000 

40,326,000 

35,800,000 

$91,808,000 

$75,514,000 
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(E) Compensating Balances and 
Current Notes Payable 

The maximum amount of aggregate short-term bor¬ 
rowings outstanding during 1975 and 1974 was 
$89,054,000 and $279,218,000, respectively. The ap¬ 
proximate average aggregate short-term borrowings 
outstanding during 1975 and 1974 were $58,461,000 
and $159,464,000, respectively, at approximate 
weighted average interest rates of 6.8% and 9.7%. 
The weighted average interest rates were calculated 
using the average aggregate short-term borrowings 
for the year and the related interest expense. The av¬ 
erage interest rate on notes payable outstanding at 
January 29, 1975 was 8.5%. 

Arrangements were made with various lending banks 
during the year for an aggregate line of credit of 
$321,030,000 at interest rates approximating the 
"prime” lending rate, none of which was being used 
at January 28, 1976. Under such arrangements, it is 
expected that compensating balances will be main¬ 
tained on deposit with the banks, which will aver¬ 
age 10% of the line to the extent that it is not in use 
and an additional 10% on that portion being used. 
The company is free to withdraw the entire balance 
in their accounts at any time. 


(F) Estimated Income Taxes 

The effective income tax rate is reconciled to the 
Federal statutory rate as follows: 


1975 1974 

Book income before 

income taxes $406,293,000 $192,570,000 


Tax thereon, computed 
at statutory rate (48%) 

$195,021,000 

$ 92,434,000 

Increases (reductions) in 
taxes resulting from: 
State and local 
income taxes, net of 
Federal income tax 
benefit 

9,181,000 

4,470,000 

Investment tax credit 

(7,714,000) 

(4,917,000) 

Foreign income 
subject to foreign 
income tax but not 
expected to be 
subject to U. S. tax 
in foreseeable future 

544,000 

(2,566,000) 

Other 

263,000 

848,000 

Estimated income taxes 

$197,295,000 

$ 90,269,000 

Effective rate 

48.6% 

46.9% 

Tax effects of major 
timing differences are: 
Excess of tax 
depreciation over 
book depreciation 

$ 9,770,000 

$ 6,168,000 

Other 

(10,570,000) 

3,472,000 


$ (800,000) 

$ 9,640,000 


The current liability for U.S. and foreign income 
taxes includes $7,984,000 at January 28, 1976 and 
$18,554,000 at January 29, 1975 arising from the tax 
effects of timing differences related principally to 
property taxes at January 28,1976 and property taxes 
and profit on installment sales at January 29,1975. The 
amounts shown on the balance sheets for deferred 
U.S. and foreign income taxes result from the differ¬ 
ence between financial statement and income tax 
depreciation. 

Undistributed earnings of subsidiaries which have 
been, or are intended to be permanently reinvested, 
or which are expected to be distributed free of addi¬ 
tional tax by operation of relevant statutes currently 
in effect and by utilization of available tax credits 
and deductions, totaled approximately $376,000,000 
and $309,000,000 at January 28,1976 and January 29, 
1975, respectively. 
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(G) Long-Term Debt 



January 28, 
1976 

January 29, 
1975 

6% convertible sub¬ 
ordinated debentures 
due 1999 

$200,000,000 

$200,000,000 

4%% notes payable in 
varying amounts through 

December 16, 1983 
(Amount due within one 
year, $1,250,000 and 
$500,000, respectively) 11,000,000 
Other 698,000 

11,500,000 

809,000 


211,698,000 

212,309,000 

Portion due within one 
year 

1,366,000 

626,000 


$210,332,000 

$211,683,000 


The debentures due in 1999 are convertible into com¬ 
mon stock at $35.50 a share. The indenture relating to 


the debentures provides that the company shall pay 
$11,000,000 into a sinking fund on July 15 each year 
from 1985 to 1998, inclusive. The debentures are sub¬ 
ject to redemption through the sinking fund at 100% 
of the principal amount, or at any time at the option of 
the company at prices declining from 106% to 100% 
of the principal amount after July 15,1994. At January 
28, 1976, 5,633,803 shares of authorized common 
stock are reserved for conversion. 

Under the long-term note agreement, $526,444,000 of 
income retained for use in the business at January 28, 
1976 is available for payment of cash dividends. 

Principal payments on long-term debt for the five 
years subsequent to January 28, 1976 are: 1977- 
$1,366,000; 1978-$1,369,000; 1979-$1,375,000; 1980- 
$1,367,000; 1981 -$1,297,000. 


(H) Stockholders’ Equity 

Changes in stockholders’ equity other than income retained for use in the business, for the fiscal years ended 
January 28, 1976 and January 29, 1975, were as follows: 


Balance January 30, 1974 

Common stock sold under stock option and purchase plans 
Balance January 29, 1975 

Common stock sold under stock option and purchase plans 
Balance January 28, 1976 


Common Stock 

(Authorized 250,000,000 Shares 
$1.00 par value) 

Shares 

outstanding Amount 


Capital in 
excess of 
par value 


119,661,367 

575,930 

120,237,297 

384,851 

120,622,148 


$119,661,000 

576,000 

120,237,000 

385,000 

$120,622,000 


$171,333,000 
13,174,000 
184,507,000 
8,940,000 

$193,447,000 


Ten million shares of no par value preferred stock with voting and cumulative dividend rights were authorized in 
1969 primarily for possible use in acquisitions but there are currently no plans for its use. 

At January 28,1976 there was a total of 8,077,371 shares of common stock reserved for possible issuance under the 
company’s Stock Option Plans, Stock Purchase Incentive Plan and for conversion of the 6% convertible subordi¬ 
nated debentures. 
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(I) Earnings Per Common and 
Common Equivalent Share 

Earnings per common and common equivalent share 
were computed by dividing net income by the weighted 
average number of shares of common stock and 
dilutive common stock equivalents outstanding during 
each year. In making the computation for 1975, com¬ 
mon shares at the beginning of the year were in¬ 
creased by the number of shares issuable on conver¬ 
sion of the 6% convertible debentures (issued in 1974) 
and net income was adjusted for interest expense net 
of the related tax effect. Such shares were excluded 
in the 1974 computation as their effect was anti¬ 
dilutive. The number of common shares in both years 
was increased by the number of shares issuable under 
the stock option and stock purchase incentive plans, 
less the number of shares which were assumed to 
have been purchased at average market prices with 
the proceeds of sales under the plans. 

(J) Pension Plans 

The company and its subsidiaries have non-contribu¬ 
tory pension plans covering most employees. Total 
pension expense for 1975 was $18,253,000 as com¬ 
pared to $11,547,000 for 1974. The company’s policy 
is to fund pension costs accrued. At December 31, 
1975, fund assets were in excess of the value of 
vested benefits. 

Effective February 1, 1975, the company amended its 
pension plans in conformance with requirements of 
the Pension Reform Act of 1974 and affected other 
plan improvements as well as changes in certain 
actuarial assumptions, the net effect of which in¬ 
creased 1975 pension costs approximately $3.7 million. 


(K) Stock Purchase Incentive and Option Plans 

Information on the stock purchase incentive and 
option plans is summarized below: 

STOCK PURCHASE INCENTIVE PLAN 

Number of shares 


Shares available for purchase 

1975 

1974 

at beginning of year 

Shares purchased during 
the year through payroll 
deduction at $27.26 and 

1,309,208 

1,665,384 

$28.85 a share, respectively 
Shares available for pur¬ 

(275,176) 

(356,176) 

chase at end of year 

1,034,032 

1,309,208 

Under the stock purchase incentive plan 

approved 


by the stockholders in June 1971, employees of the 
company or of certain subsidiaries who have com¬ 
pleted one year of service are eligible to purchase, 
at the lower of 85% of the market value on the first 
or last day of each plan year, 2,400,000 shares of 
common stock through June, 1976. 

STOCK OPTION PLANS 

Number of shares 
1975 1974 

595,900 710,336 


868,799 998,200 


414,600 81,000 

85,400 196,471 

32,540 13,930 

1,165,459 868,799 


631,362 489,662 

203,300 595,900 


Available for grant at 
beginning of year 
Under option at beginning 
of year ($12.77 to $38.15 
per share) 

Options: 

Granted ($29.94 and $33.81 
per share, respectively) 
Exercised ($12.77 to $29.94 
per share) 

Cancelled ($12.77 to $38.15 
per share) 

Under option at end of year 
($12.77 to $38.15 per share) 
Options exercisable at end of 
year ($12.77 to $38.15 
per share) 

Available for grant at 
end of year 


I 
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In June, 1973, the stockholders approved the 1973 
stock option plan. Any option granted under the 
1973 plan shall, as designated by the Stock Option 
Committee at the time of the grant, be either an 
option which is qualified under the Internal Revenue 
Code, as amended (a "Qualified” option) or an 
option which is not so qualified (a “Non-Qualified” 
option). Under the 1973 Plan, 1,000,000 shares were 
reserved for granting of options to officers and key 
employees at 100% of the fair market value on the 
date of grant. Options under this plan expire from 
five to ten years after the date of grant and are exer¬ 
cisable in annual installments, except that options 
granted to optionees over age 61 at the date of grant 
are exercisable in total at such date. 

Under a qualified stock option plan approved by 
the stockholders in May, 1969, options to purchase 
1,200,000 shares of common stock could be granted 
to officers and key employees at 100% of the fair 
market value on the date of grant. Options expired 
five years from the date of grant and were exercis¬ 
able in annual installments, except that options 
granted to optionees over age 61 at the date of the 
grant were exercisable in total at such date. In April, 
1973, the Board of Directors of the company discon¬ 
tinued the 1969 Plan except as to outstanding options. 

In addition to the above stock options, at January 28, 
1976, there were also options outstanding for 40,777 
common shares of the company at prices ranging 
from $18.06 to $25.43, which options were assumed 
in the merger with PMA. During the year ended 
January 28, 1976, assumed options for 24,275 shares 
of common stock were exercised at prices ranging 
from $18.06 to $21.54 and options for 14,940 shares 
were cancelled. 


(L) Commitments 

1975 1974 

Rental expense com¬ 
prised the following: 

Noncapitalized financ¬ 
ing leases as defined 
by the Securities and 
Exchange Commis¬ 
sion- 

Minimum annual 


rental 

$201,774,000 

$170,247,000 

Rental based on 

sales volume 

13,587,000 

11,228,000 


215,361,000 

181,475,000 

All other leases 

6,624,000 

5,166,000 


$221,985,000 

$186,641,000 

Rental income included 
in licensee fees and 

rental income 

$ 29,201,000 

$ 29,693,000 


Minimum annual rentals and minimum sublease rental 
income for land and buildings under noncapitalized 
SEC-defined financing leases and subleases at 
January 28, 1976 aggregated $3,705,698,000. Under 
these leases and subleases, which represent sub¬ 
stantially all of the company's leases, the minimum 
annual rentals are as follows: 




Minimum 

Net 


Minimum 

sublease 

minimum 


annual 

rental 

annual 


rentals 

income 

rentals 

1976 $ 

208,265,000 $ 

23,426,000 $ 

184,839,000 

1977 

207,095,000 

23,284,000 

183,811,000 

1978 

205,950,000 

23,152,000 

182,798,000 

1979 

204,669,000 

23,014,000 

181,655,000 

1980 

203,834,000 

22,552,000 

181,282,000 

1981 -1985 

983,145,000 

79,565,000 

903,580,000 

1986-1990 

867,603,000 

44,037,000 

823,566,000 

1991-1995 

710,408,000 

24,536,000 

685,872,000 

1996-2031 

388,195,000 

9,900,000 

378,295,000 


$3,979,164.000 $273,466,000 $3,705,698,000 


Certain leases provide for additional rent payments 
based on sales volume in excess of a specified base. 
Generally, leases contain multiple five year renewal 
options, which may extend the life of the lease up to 
50 years beyond the noncancellable portion. 

The present value of aggregate minimum rental com¬ 
mitments of SEC-defined financing leases at January 
28, 1976 and January 29, 1975 was as follows: 
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Land and buildings 
Less—present value 
of subleases 


January 28, 
1976 

$1,500,545,000 


January 29, 
1975 

$1,283,210,000 


174,356,000 

$1,326,189,000 


183,635,000 
$1,099,575,000 


Interest rates utilized with respect to the valuation 
of SEC-defined financing leases ranged from 2.5% 
to 10% with the weighted average interest rate of 
approximately 8.0% in 1975 and 7.7% in 1974. On 
the assumptions that SEC-defined financing leases 
had been capitalized, and estimated executory ex¬ 
penses included in gross leases increased at an 
annual rate of 3% prior to 1974 and 4% thereafter, 
net income would have been decreased $10,316,000 
in 1975 and $7,440,000 in 1974. Under such assump¬ 
tions, amortization of the property rights on a straight- 
line basis would have amounted to $55,526,000 in 
1975 and $44,957,000 in 1974 and interest expense 
on the present value of the outstanding declining 
balance would have amounted to $94,440,000 in 1975 
and $70,976,000 in 1974. 


To the Stockholders and Board of 
Directors of S. S. Kresge Company 

In our opinion, the accompanying consoli¬ 
dated balance sheets and the related con¬ 
solidated statements of income, income re¬ 
tained for use in the business and changes 
in financial position present fairly the finan¬ 
cial position of S. S. Kresge Company and its 
subsidiaries at January 28,1976 and January 
29, 1975, and the results of their operations 
and the changes in their financial position 
for the years then ended, in conformity with 
generally accepted accounting principles 
consistently applied. Our examinations of 
these statements were made in accordance 
with generally accepted auditing standards 
and accordingly included such tests of the 
accounting records and such other auditing 
procedures as we considered necessary in 
the circumstances. 

Price Waterhouse & Co. 

211 West Fort Street 
Detroit, Michigan 
March 12, 1976 
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EXECUTIVE OFFICES 

3100 West Big Beaver Road 
Troy, Michigan 48084 

SUBSIDIARIES 

S. S. Kresge Company Limited 
Toronto, Ontario, Canada 
K mart Apparel Corp. 

North Bergen, New Jersey 

K mart (Australia) Limited 

Melbourne, Victoria, Australia 
K mart Enterprises, Inc. 

Royal Oak, Michigan 

Planned Marketing Associates, Inc. 

Dallas, Texas 

ANNUAL MEETING 

The Annual Meeting will be held Tuesday, 

May 18,1976, at 9:00 a.m., Detroit time, 
at Kresge International Headquarters, 

3100 West Big Beaver Road, Troy, Michigan. 

TRANSFER AGENTS AND REGISTRARS 

National Bank of Detroit 
Detroit, Michigan 

The Chase Manhattan Bank N.A. 

New York, New York 

United California Bank 
Los Angeles, California 

FORM 10-K 

A copy of the company's Form 10-K 
annual report for 1975 to the 
Securities and Exchange Commission will be 
furnished without charge to any shareholder 
upon written request to: 

Mr. Henry G. McIntosh 
Vice President 
S. S. Kresge Company 
3100 West Big Beaver Road 
Troy, Michigan 48084 


Lltho in U S A. 


31 















